88   Sickness in Small Scale Industrial Sector

A financial ratio is a quotient of two variables selected
either from the balance sheet or profit / loss account or one
from each of the two statements. They express relationships
between financial variables.1 Ratio analysis means the process
of computing, determining and presenting the relationship of
items of financial statements. Financial ratios can be compared
either with the present ratios with the past ratios of the same
firm or those of one firm with those of another similar to it to
forecast future happenings in a firm and assess their relative
positions. This will give an opportunity to take action to
improve the working of a firm by preventing sickness. Find-
ing out forewarning signals to predict sickness is important for
preventing industrial sickness. Inspite of their significance*
financial statements as well as financial ratio analysis have
their own limitations.

Balance sheets reveal only the items which can be
translated into money. They do not disclose the assets which
cannot be translated into money but are important for the
efficient functioning of the firm concerned such as quality of
management, skills and attitudes of workers and their commit-
ment to the firm.

The value of assets will be based on original cost after
deducting accumulated depreciation. Due to progress in the
techniques of production, these assets may become obsolete
and not realise the amount as shown in its balance sheets
when the firm wants to sell them. Besides, replacement of
assets require huge capital due to improved techniques and
inflation, which cannot be covered by the amount of accumu-
lated depreciation. This will cause severe financial strain and
affect the liquidity of the firm.

The assets of the firm are valued on a cgoins concern"
basis, but this value may not be realised at the time of closure
or liquidation whereas the value of its liabilities will remain
constant.

The balance sheet is prepared for a point of time.
Therefore, if management wants to present a good picture of
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